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OPINION
This appeal is made pursuant to section 25667 of
the Revenue and Taxation Code from the action of the Franchise.
Tax Board on the protests of Simco, Incorporated, to proposed
assessments of addltional franchise tax in the amounts of
$18,211.16 and $19,859.80 for the income years ended March 31

- The lssue presented is whether appellant, which
derived income from sources within and without California,
conducted a unitary business, If the answer is in the affirma=
tive, a determination must be made as to the extent of the '
unitary business.

During the first income year under review, appellant~
California corporation, all of whose stock 1s owned by ;
Dr:, M. Laurence Montgomery and his wife, owned and operated
farm lands, an orange grove and a small walnut grove 1n
Cadifornia's Simi Valley. Appellant also owned but did not
opgrate 01l properties' 1n this state and owned and operated
a Nevada cattle ranch, The oll properties were sold during
thelfirst income year. The proceeds were_used to finance the
cattle ranch. _ , B

In January 1956, during the second 1ncome year,ff""
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thus offset agalnst the income from oil royalties, against the
‘galns from the sale of the oll properties, and against -the
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were used for cattle ranch financing, The cattle ranch operation
continued for the entire income year,

The 1250-acre Siml farm land, while & source -of grain
sales, was also used as grazing land for cattle shipped from
Nevada and for cattle purchased locally and first grazed in
California. There were 526 head of cattle at Simi the winter
of 1954-1955, A signif icant number of these were sold to
California purchasers. The extent of grazing and sellln% -
cattle located at the Simi Valley farm diminished therealtes. *!
because of the selling negotiations but did not entlrely'cease
until after the second ilncome year commenced, Additional
cattle grazed on other California leased land. Most of appel
lant's cattle was marketed in the Southern California aree=

In addition to the use of the Siml lands for grazing
purposes, part of the products grown at the Simi farm were
dellvered to the Nevada cattle ranch for use as cattle feed, e
There' was also a continuous shifting of men « 1nclud1ng the
ranch foreman, a soil chemist, and water engineers - between -
the Simi.farm lands and the Nevada cattle ranch.

The management of'all the properties was solely
vested in Dr. Montgomery, who used his San Francisco medical
office as the principal base of operations althou%h he frequently
traveled to Nevada. Most insurance was purchased through the
San Francisco office, California was also the location for
centralization of legal, auditing, and tax services,

The oil properties, orange and walnut groves- were
not used in furthering the cattle operation, but, as a-fore-
medtioned, proceeds from their sale were a source of funds
for the cattle ranch operation;.

On the theory that the Nevada cattle ranch and all
other activities constituted a unitary business, appellant
determined income allocable to California by combining its
entire lncome and allocating it by use of the standard ‘three-
faetor formula of property, payroll, and sales. ' Inasmuch as
thaere were substantial losses from the cattle ranch operation
during the two years under consideration, these losses. were

gains from the sale of all the Simi Valley properties. (Unde
separate accounting the expenses of operating the Simi Valley.
properties exceeded ilncome, exclusive of the gains on their

sale, for the years in question.) S &

The Franchise Tax Board computed the California‘f

ineome on a separate accounting basis without regard t¢ the
Nevada ranch losses. .
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Under one test enunclated by the courts, where the
business done within California contrlbutes to or 1s dependent
upon the operations of the business outside the state, the
entire business 1s unitary and the income i1s to be combined .
and allocated by the formula method, (Edison California Stores,
Inc.v. McColgan, 30 Cal. 2d 472 [183 P.2d 16].) This test was
one of the tests recently reaffirmed in Superior 0il Co. v,
Franchise Tax Board, 60 Cal, 2d 406 [34 Cal, Rptr. 545, 386

P.2d 331, and Honolulu Oil Co, v, Franchise Tax Board, 60 Cal, 2d- -
417 [3% Cal. Rptr, ) .2d L4oT. x o

From the facts before us, the conclusion that the
business of buying, maintaining and selling cattle was con-
ducted 1n Californila as well as in Nevada seems 1nescapable.

In serving as gra21n? lands and as a source of feed shipped

to Nevada, the Simi lands, exclusive of the orange and walnut :
groves, constituted part of the cattle business, Some personnel’
shown on the accounting records as a part of the Simi land ‘
oEeration alone, for accounting expediency, were furthering

the entire cattle business because of the constant shifting -
of such personnel between the in-state and out-state operation -
at the technical, foreman, and worker level. This factor, ’
combined with the land utilization, demonstrates the existence.,

of a substantial degree of mutual dependency and contribution
between the Nevada and California operations and supports the
finding of a unitary business, Since the Simi Valley farm

was an integral asset of the unitary business until it was

sold, the gain from the sale was includible in the unitary
income. (See Appeal of W, J. Voft Rubber Corp., Cal. St. Bd.

of Equal,, May 12, 19064.)

We conclude that the business was unitary only to o
the extent of the Simi farm lands (exclusive of the orange and -
- walnut groves) and the cattle ranch, The only contributions SR
made by the other properties were in serving as sources to help .
finance the cattle operation. When any entity conducts more o
than one business the profits from one activity often are used ¢
to aid its other enterprises. Any expansion or change by a
corporation of its business activities is financed by its own .
funds or by the use of its credit, If such financing results . -
in a unitary business virtually every business wouldNbe ﬁgnmryﬁ
no matter how unrelated were the various activities, Nelther
the courts of this state nor this board have so extended the
unitary concept,

- Moreover, an entire operation 1s not unitary merely -
because its operations are directed from & central office or
because its accounting records are kept there, at least where = ;-
distinct types of businesses are being operated, (ﬂpREEi_%ﬁ."';:#
Industrial Management Corp., Cal, St., Bd. of Equal,, June 9, 1959.)
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Attest: %"P“V———\ ‘,Secretary"lu
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ORDER

Pursuant to the views expressed in the opinion of
the board on file in this proceeding, and good cause appearing.
therefor,

IT IS HEREBY ORDERED, ADJUDGED AND DECREED, pursuant
to section 25667 of the Revenue and Taxatlon Code, that the
action of the Franchise Tax Board on the protests of Simco,
Incorporated against proposed assessments of additional franchise

- tax in the amounts-of $18,211.16 and $19,859.80 for the income

ears ended March 31, 1955, and March 31, 1956, respectively,
e and the same is hereby modified in that the operation of

the Nevada ranch and the Simi farm land is to be treated as a
unitary business. In all other respects the action of the
Franchise Tax Board is sustained,

Done at Sacramento , California. this 27th day
of October , 1964, by the State Board of Equalization,

A g}%%A&é? é&?~‘¥i§%ﬁ%&g , Chairman "
\LAfo La;éig#azpawff;/l Member

Member .

, Member - .

, Member .
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